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SUMMARY 


Bulgaria continued to show a strong rate of economic growth for 1979, 
although plans were not met in a number of areas. In contrast with 
recent years, no industry achieved a double digit growth rate. Both 
national income, up 6.5%, and industrial production, up 6.2%, fell 

short of planned increases. Agriculture had its best year of the decade, 
with a production rise of 7%, spearheaded by a sharp increase in maize 
production. The New Economic Mechanism -- a combination of partial 
decentralization of planning and increased use of economic levers to 
attain higher efficiency -- was introduced in agriculture, and gradually 
in all the remaining sectors of the economy. Bulgaria continued to suffer 
from the effects of skyrocketing fuel prices and other raw materials 
costs, and took stringent measures to control use of liquid fuels and 

to encourage utilization of local hard fuels. Bulgaria's foreign trade 
exceeded $17 billion, and showed a considerable improvement in its 

trade balance with the West. Plans for the next few years include 

a scaling down of previous high growth targets, more in keeping with 
limitations on raw materials and the increased stress on quality over 
quantity. 


In recognizing the need for Western assistance in reaching the goals of 
high efficiency and economy of resource expenditure, Bulgaria unveiled 
a new law on economic cooperation with foreign firms in March 1980. 

The law provides for foreign participation in joint enterprises with 
Bulgarian organizations, and allows the foreign partner to repatriate 
profits and have a share in management. 


U.S.-Bulgarian trade in 1979 totalled $90.9 million, a new record. Agri- 
cultural commodities were still dominant, accounting for 67% of U.S. 
exports to and 73% of imports from Bulgaria. Expansion of trade is 
developing slowly, and is hampered, among other factors, by lack of Most 
Favored Nation status for Bulgaria's exports on the U.S. market. None- 
theless, a number of U.S. firms now have contacts with Bulgaria and 

have found special interest in such fields as machine tools and robotics, 
microelectronics, computers, metallurgy, and food processing. U.S. 
technology which will enable Bulgaria to expand production of higher 
priced and higher quality goods, while reducing the use of fuel and raw 
materials in production, will be especially welcome. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Bulgaria's economic performance in 1979 showed several bright spots, 

but in many cases failed to maintain the 1978 pace. National income, 
which had risen at a 6.0% pace in 1978, increased by 6.5% in 1979, 

as compared with a planned rise of 7.0%. Industrial production, which 
increased by 7.0% in 1978, rose by only 6.2% in 1979 -- well short of 
the planned figure of 7.8%. The plan for industrial production, however, 
was described as "fulfilled" by 100.9%, suggesting that an unannounced 





“correction" during the year had reduced the planned target. Labor 
productivity went up 6.6% as compared to a planned 6.7% (Note: it 
should be pointed out, however, that a later statistic for state in- 
dustrial enterprises showed that productivity gains were only 5.0% 

for 1979). Capital investments, at 6.0 billion leva, were nearly equal 
to the planned figure of 6.1 billion. 


In contrast to previous years, no single Bulgarian industry had a growth 
rate exceeding 10% in 1979. Best performers in 1979 were chemicals, 

at 8.9% (9.1% planned), the heating industry, at 8.4% (no planned figure 
available), and machine-building, at 7.9% (vs. a planned increase of 
11.6%). Other 1979 increases included 5.2% in ferrous metallurgy and 
building materials, 5.7% in textiles, and 6.5% in the food, wine and 
tobacco industries. 


In specific production terms, the following commodities had the best 
results in 1979: electric fork lifts (41% higher, plan fulfilled by 
117.4%), lathes (17.7% higher, plan fulfilled by 101.4%), calcified soda 
(up 15.7%, plan fulfilled by 103.3%), yellow cheese (up 14.4%, plan ful- 
filled by 100.7%), and woolen fabrics (up 6.7%, plan fulfilled by 3.6%). 
The plan was not fulfilled for the following items: pig iron for 
processing, mineral fertilizers, diesel fork lifts, electric motors, 
rounded and split wood materials, blocks from wooden pieces, paper, 
knitwear, sterilized vegetable conserves, and meat. 


Agriculture, which has been hampered by poor management and bad weather 
during the past few years, grew by a record rate of 7.0% in 1979, 
compared with a 5.0% rise in 1978 and a 6.3% fall in 1977. 


The following are 1979 production figures for some major crops (1978 

in parentheses) in thousands of tons: wheat: 3324 (3485); barley: 

1511 (1488); grain corn: 3205 (2235); sunflower: 415 (369); soya: 

152 (120); tobacco 157 (136); cotton: 19 (16); sugar beets: 2017 (1600); 
and potatoes: 444 (391). Production of tomatoes, apples and grapes fell 
in 1979. According to official statistics grain production rose by 
800,000 tons or 10.1% in 1979; however, some Bulgarians have indicated 
that the rise was actually only half that figure. 


In the livestock area, there were 1.4% more beef cattle, 1.6% more swine, 
4.3% more sheep, and 1.8% more poultry at the end of the year than at 
its beginning. 


About $2.87 billion worth of construction was completed in 1979 -- 

about 3.5% over the previous year, but 2.2% below planned figures. 

As usual, several projects were not completed on time, and the plan for 
putting basic assets into operation was fulfilled by only 83.8%. About 
$200 million was spent in the field of environmental protection, including 
$134 million for capital construction. 


In the energy field, 1979 production did not meet expectations. Total 
electrical energy production rose by 3.2%, instead of the planned 7.2%. 





Bulgaria had been counting on a large increase of coal production 
to carry the burden of increased energy use, but the planned rise 
of 15.6% turned out to be only 8.6% at year's end. 


In the area of living standards, real incomes had been planned to rise 
3.2% in 1979. However, official statistics showed a 2.0% rise, with 
Bulgarians privately acknowledging that the actual result for the year 
was a reduction of 5%. Average wages in industrial and cooperative enter- 
prises were $2360 per year in 1979, compared with $2235 per year in 1978 
(constant $/lev exchange rate). Real incomes have been depressed by a 
major increase of wages and prices which went into effect in November. 
According to a decision of the Council of Ministers, the prices of a wide 
variety of products -- but especially staple food items, alcoholic 
beverages, meat, and energy, were increased from 20 to 100%. At the 

same time, wages were raised on the average of 25%. However, for many 
families, it appears that the cost of living outstripped their higher 
wages. Only young specialists -- who had been badly underpaid -- clearly 
benefited from the changes, with an average rise in income of up to 50%. 
Earlier in the year, a decree raised the cost of gasoline by as much 

as 92%, with the intention of forcing the growing number of Bulgaria's 
private car owners to cut back on driving and use of precious liquid 
fuel. Retail trade increased by 6.8%, including 7.3% in internal 
commerce and 5.0% in public catering. However, much of this rise 

appears to be attributed to higher prices: results for November and 


December, when higher prices were in effect, show an average increase of 
17.7%. 


The price for home heating oil was doubled in 1979, and electricity prices 
rose by nearly 50%. Strict measures were also announced in May and June 
which forced many enterprises to switch from oil to coal for heating 

and power, and which placed severe sanctions on drivers of state vehicles 
caught diverting fuel for private use. 


Bulgaria's foreign trade in 1979 totalled some $17.3 billion at the average 
official exchange rate ($1 = .864 leva). This represented an increase 

of 11.4% over 1978, including 7.4% in imports and 15.4% in exports. 
Bulgaria did especially well in expanding exports to the non-communist 
countries. Its imports from the West were $1.3 billion and from the 

Third World $300 million, or 15.4% and 3.5% respectively of the totals. 

Its exports to those areas were $1.3 and $l billion, corresponding to 

14.2% and 11.5% of total exports. According to Bulgarian figures, the 
country's 1979 trade surplus with the Third World was $723 million and 

its trade deficit with the West was only $20 million. This contrasts with 
a reported $583 million surplus with the Third World in 1978 and a $400 
million deficit with the West that same year. Bulgarian trade officials 
assert that they achieved a positive balance of payments with the West, for 
the first time, in 1979. In contrast, Bulgaria's deficit with the 
socialist countries (mainly the USSR) was $275 million in 1979, as against 
$259 million in 1978. Bulgaria does not publish debt figures, but recent 
estimates of that country's gross borrowings are approximately $4.7 
billion. Bulgaria's increased expenditures on raw materials and fuels 





are evidenced by an ‘increase in the category “fuels, mineral raw materials, 
and metals" from 38% to 41% of total imports between 1978 and 1979, 
with a 93% rise in coal imports alone for 1979. 


PLANS FOR 1980-81 


Two key points must be raised in a discussion of the directions to be 
taken by the Bulgarian economy over the next few years: first, the 
application of the New Economic Mechanism; and second, the tendency to 
reduce quantitative targets. 


The New Economic Mechanism, in brief, is an attempt to partially decen- 
tralize the operation of the Bulgarian economy, including the planning 
process, to enable it to function more flexibly. At the same time, it 
entails the introduction of economic means of accounting to force enter- 
prises to make economic decisions in ways designed to maximize their own, 
and thus, the national income. The NEM, which was first introduced in 
agriculture in the spring of 1979, concurrently with the abolition of the 
Ministry of Agriculture and its replacement by the National Agro-Industrial 
Union, went into effect by January 1, 1980, in all other areas of the 
economy, including industry, transportation, and tourism. Some of the 

main principles of the NEM are: (a) Economic accountability and self- 
support by each enterprise: every production unit is to rise and fall on 
its own. State subsidies, which were formally granted to enterprises 
operating at a loss, are to be withdrawn. (b) Reduction in centralized 
Planning: Planning from above -- the process by which the centYral planners 
prescribe a set of guidelines for.each enterprise such as rates of production 
of different commodities, is to be substantially reduced. Guideline figures 
from central planners will still include production of materials and products 
of major importance (e.g., potatoes, milk, and meat in the area of agri- 
culture), as well as limitations on the amounts of raw materials and fuel 
available to the enterprise. The individual enterprise is to make its own 
"“counterplan" which fills in the details of how these general targets 

are to be met, and which also decides what quantities of what articles 

to produce that are not determined by state plans. It is in this process 

of "planning from below" that the enterprise is expected to use its own 
initiative and maximize its return; (c) Self-support: The state is 
gradually ending all subsidies to enterprises which previously could not 
pay their debts out of their own return of capital. Now, the principle 

to be followed is that the enterprise -- and its workers -- will not be 
entitled to take more from the economy than they have given it. Accordingly, 
wage payments are made into a “resultant sum" -- representing what is left 
over from the enterprise's profits after all its expenses and obligations 

to the state have been discharged. By linking wages with output, it is 
hoped that workers will have more incentive to produce more goods of 

higher quality: (d) Brigade system: The system of self-sufficiency 

and accountability is to be applied, wherever practical, at the lowest 

work level -- that of the brigade. Workers are to be organized into 
brigades, whose own production will be the basis on which its members 

are paid. 





The other noteworthy tendency in the economy is to reduce the scale of 
expansion of industrial output over the next few years to levels that can 
be more easily managed within the confines of Bulgaria's raw material 
shortage and its need to produce higher quality goods. National income, 
for example, is now scheduled to rise by 5.7% in 1980 and 5.5% in 1981. 
The 1980 rise had previously been planned at 7.2%. Labor productivity, 
which was to rise 7.0% in 1980, is now planned to go up by 5.4% this 

year and 5.2% in 1981. Industrial production, which had been scheduled 
to increase 8.6% in 1980, is instead scheduled to rise by only 6.3%, 

and by 6.1% in 1981. Likewise, targets are being cut in machine-building, 
from 12.1% in 1980 to 10%, with 10.5% planned in 1981. In chemicals, the 
plan is being reduced from 14.3% to 13% in 1980, and to 10% in 1981. 

Light industry was to have an increase of 5.1% in 1980; this is now aimed 
at only 2.4%, with 3.5% in 1981. Agriculture, slated for a 4.8% increase 
this year, now has a planned rise of only 3.7%, followed by 3.1% in 1981. 
Targets are also being cut in foreign trade, retail turnover, and trans- 
portation of goods. At the same time, consumers will have to wait longer 
for expansion of consumption. Meat and meat products were to have had a 
64 kg/capita consumption in 1980; this has been cut back to 62 kg, with 
63 kg in 1981. Plans for vegetable consumption of 120 kg/capita and fruit 
consumption of 130 kg/capita will now be reached in 1981, rather than 1980. 


As before, the main emphasis on industrial development will be in key 
sectors of heavy industry that have especially high productivity and the 
greatest promise for the incorporation of technical progress in the whole 
economy: machine-building, chemistry, metallurgy, and energy. The relative 
share of these four sectors of total industrial production, which was to 
have been 52.3% in 1980, is now set at 53.7%, rising to 54.6% by 1981. 

In machine-building, concentration will be on heavy investment machine- 
building, systems and complexes of machines, numerically controlled 
machine tools, electronic data processing and organizational technology, 
robotics, instrument-making and devices for automation, hydraulics and 
constructive electronic elements. In the chemical industry, emphasis is 
being placed on small tonnage chemistry, production and processing of 
plastics, and production of chemical fibers and rubber. The number of 
products produced by the industry should rise by 13% in 1980 and another 
10% in 1981. In the metallurgy field, the Lenin Steel Works in Pernik 

is being reconstructed to enable an additional one million tons of steel 

to be produced by 1984. Soviet technologies will be used for continuous 
steel pouring. After reconstruction, about 80% of the Pernik works' pro- 
duction will be in special steels. The Kremikovtsi works are also under- 
going reconstruction, including an effort to control environmental pollution. 
The production lines for rolled metal will be reconstructed, and production 
of cold rolled laminate will be stepped up. Preparations are also being 
made for a Third Metallurgical Complex to rise near Burgas. When fully 
operative, the complex will have a 4 million ton capacity. The first 

stage will feature the construction of a rolling mill for profiles for 
machine-building and construction with a yearly capacity of 800,000 tons. 
Middle and large profile production lines will also be constructed with 

a yearly capacity of 1.8 million tons. The final stage of construction 
will be lines for thick plate steel laminate of 3.5-4 meter width. 





In the chemical industry, which amounts to about 12% of total industrial 
production, the most important priorities for 1980 are plastics processing 
and rubber. New capacities for polyvinylchloride will permit a significant 
expansion in supplies of flooring material, baggings,fittings, artificial 
leathers, facing panels, and profiles for construction needs. Petro- 
chemical production is being expanded, including such products as octanol, 
butanol, high-pressure polypropylene, benzol and synthetic rubber. A 

new factory for chlorine, vinyl chloride and polyvinylchloride is being 
put into operation at the Devnya Chemical Combine this year. By the end 
of the first quarter of 1980, natural gas will be used in ammonia produc- 
tion in Stara Zagora and Dimitrovgrad. 


In the electronics industry, which accounts for 12% of industrial production 
and 16% of exports, as part of Bulgaria's general cooperation agreement 
with the USSR to 1990, Bulgaria will concentrate on such areas as tele- 
processing, processors and peripheral technology for computers, automatic 
telephone centrals, radio relay and hydroacoustic apparatus, agricultural 
electronics, instruments and equipment for automation, energy equipment, 
including for atomic electric stations, large synchronized motors, and 
motors for computing technology. Bulgaria's electronics industry is also 
interested in metaloceramic products that reduce the raw materials required 
for their production. A deal signed with the Japanese firm Hitachi in 

1979 provides for cooperation in power engineering, electronics, joint 
research, joint design of large industrial projects, and industrial co- 
operation, including third markets. 


Machine-building and metal processing take up the largest share of 
Bulgarian industry -- about 28% of total output, including about 20% 

of all capital investments for industry, and 46% of all exports. The 
main projects continuing in 1980 are the Ruse Combine for Heavy Machine- 
Building (paired with a Romanian factory being built across the Danube) 
and the Radomir Combine for Heavy Machine Building. Greatest stress is 
being placed on heavy investment machine building, especially building 

of complete plants, automated systems for complex mechanization of intra- 
factory transportation and loading/unloading operations (including new 
generations of electric and motor trucks), numerically controlled machine 
tools, industrial robots, and complex lines for mechanization and auto- 
mation of industrial processes. 


In the energy field, 1980 will see the completion of the third 440 mw 
reactor at the Kozloduy Atomic Power Station, as well as further expansion 
of the Maritsa-Iztok 3 power complex and the Ruse Thermal Electric Station. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


A development of special interest to American businessmen for 1980 is 

the issuance in March of a Decree on Economic Cooperation between foreigners 
and Bulgarian juridical persons. The Decree -- which replaces a more 
limited law from 1974 -- allows the formation of joint corporations with- 
out limitation to the percentage of foreign participation, for operations 

in Bulgaria or other countries. The foreign partner has the right to 
repatriate profits after payment of a 30% tax, and to maintain ownership 

of machinery he imports until such time as the corporation is dissolved. 





Bulgaria maintains its "sovereignty" rights under the new Decree by stip- 
ulating that (a) the corporation may not own real estate in Bulgaria; 

(b) the Chairman of the Managing Board and the Board of Directors must 

be a Bulgarian; and (c) all decisions as to the corporation's activities 
must be taken unanimously. Other provisions include exemption of import 
duties on goods to be exported and the possibility of exemption from 
taxes for up to three years in some cases. The activities of these joint 
corporations are intended to be outside the framework of the state economic 
plan. Concurrently, Bulgaria is establishing a Bank for Minerals and Raw 
Materials, which may play a significant role in Bulgaria's efforts to 
attract foreign venture capital to help exploit the country's coal and 
other mineral resources. 


Bulgaria's main interest in trade with the West, and by implication, the 
U.S., will continue to be to import technology and know-how that will 
enable the country to modernize its industrial base, and to increase 
production with the use of fewer raw materials and less energy. The New 
Economic Mechanism, it is hoped, will provide more incentives for Bul- 
garian enterprises to produce goods that meet high quality standards. 
Since wages will now be directly linked to the final economic results 

of a production unit, workers are to be encouraged by economic means to 
produce higher quality products. Foreign trade organizations will become, 
in effect, brokers selling on consignment for individual enterprises. 

It is not excluded that some larger enterprises can become involved in 
their own foreign trade operations. 


Although Bulgaria has vastly improved its overall financial position 
vis-a-vis the West, Western businessmen can expect to receive a hard 

push for countertrade, often phrased as a pitch for "economic cooperation." 
Bulgarians argue that they must develop the means to pay for purchases 
from the West, and insist that Western quotas, high tariffs, or other 
restrictions on Bulgarian goods in their markets make it difficult for 
them to sell in the absence of countertrade. One promising example of 
cooperation is a recent deal signed between Pizza Hut and the Foreign 

Trade Organization Technika, which provides for the opening of ten 

pizza restaurants in Bulgaria starting in Khaskovo in July 1980, in return 
for such Bulgarian goods as cheese, tomato sauce, and utensils for kitchens 
and restaurants. 


In the field of agriculture, a joint statement on cooperation was signed 
in November 1979 by Vasil Tsanov, Chairman of the National Agro- 
Industrial Union (Ministry of Agriculture) and U.S. Secretary of Agri- 
culture Bergland. The agreement provides for exchanges of statistical 
data and joint programs in agriculture. 


Official U.S. trade promotions in Bulgaria in 1980 will include technical 
sales seminars in mining equipment (April) and electrical energy equipment 
(June). In addition, a full pavilion with displays built around the 

theme "general industrial equipment" will be operating during the Plovdiv 
Fall Fair (September 26-October 5). Besides these officially sponsored 
programs, some U.S. firms have conducted their own promotions directly 





with interested Bulgarian foreign trade organizations or Ministries. The 
State Committee for Science and Technical Progress, for instance, may be 
willing to co-sponsor seminars by U.S. firms that wish to sell high technology 
to Bulgaria and become involved in cooperative undertakings with Bulgarian 
firms. Some assistance with seminars may also be possible through the 
Bulgarian Chamber of Commerce and Industry. 


CONCLUSION 


Decentralization of planning and economic activities, including provisions 
for foreign participation in Bulgaria's economy, suggests that Bulgaria 

is now looking more to the West to find answers to problems plaguing its 
economy -- limited resources, constraints on use of energy, and lack of 
efficiency. Although the lion's share of Bulgaria's economic ties will 
continue to be with the USSR and the other COMECON states, recent develop- 
ments appear to offer increased prospects for potential Western partners 
in the longer term. 


*% U. S. GOVERNMENT PRINTING OFFICE: 1980—311-056/274 





